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I, Ann Colleps

OATH OR AFFIRMATION

knowledge and belief the accompanying financ

Tradestar Investments, Inc.

swear (or affirm) that, to the best of my
ial statement and supporting schedules pertaining to the firm of

,asof

December 31 , 2005 , a‘
any partner, proprietor, principal officer or dire
customer, except as follows:

re true and correct. I further swear (or affirm) that neither the company nor
ctor has any proprietary interest in any account classified solely as that of a
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Kate B. Blackner
) Notary Publie

Stata of Texas
¥y Commission Expires

May 14, 2008
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Chief Financial Officer

Title

This Report ** contains (check all applicable boxes):

M (a) Facing Page

M (b) Statement of Financial Condition.

(c¢) Statement of Income (Loss)

(d) Statement of Cash Flows.

(e) Statement of Changes in Stockholders'

(g) Computation of Net Capital.

(1) Information Relating to the Possession

oDoogootioo

(h) Computation for Determination of Reser

() A Reconciliation, including appropriate

Equity or Partners' or Sole Proprietor's Capital.

(f) Statement of Changes in Liabilities Subﬁ)rdinated to Claims of Creditors.

rve Requirements Pursuant to Rule 15¢3-3.
or control Requirements Under Rule 15¢3-3.

‘“explanation, of the Computation of Net Capital Under Rule 15¢3-1 and

the computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

43

Consolidation.
M (1) An Oath or Affirmation.
D
0
previous audit.
M (o) A report on internal control.

** For conditions of confidential treatment of cer

(k) A Reconciliation between the audited an

(m) A copy of the SIPC Supplemental Repor
(n) A report describing any material inadequ

d unaudited Statements of Financial Condition with respect to methods of

1. .
acies found to exist or found to have existed since the date of the

tain portions of this filing, see section 240.17a-5(e)(3).
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Lilling & Company LLP

Cert1ﬁed Public Accountants
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INDEPENDENT AUDITORS' REPORT

To the Board of Directors
Tradestar Investments, Inc.
Houston, Texas

We have audited the accompanylng statement of financial condition of Tradestar Investments, Inc.
as of December 31, 2005, that you are filing pursuant to rule 17a-5 under the Securities Exchange
Act of 1934, This financial statempnt is the responsibility of the Company's management. Our
responsibility is to express an opinion on this financial statement based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statement is free of material misstatement. An audit includes
consideration of internal control over financial reporting as a basis for designing audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Company’s internal control over financial reporting. Accordingly, we express
no such opinion. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statement. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for our opinion.
i

In our opinion, the statement of financial condition referred to above presents fairly, in all material
respects, the financial position of Tr?destar Investments, Inc. at December 31, 2005, in conformity
with accounting principles generally fc‘lcceptcd in the United States.

. J-( %7/
CERTIFIED PUBLICACCOU]VTAjNTS

January 25, 2006
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TRADESTAR INVESTMENTS, INC.

STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2005

ASSETS
Cash and cash equivalents $ 1,205,324
Due from clearing broker 168,430
Securities owned, at market value 18,162
Other receivables ‘ 204,957
Furniture, equipment and leasehold improvements, net 145,662
Other assets 183,187
$ 1,925,722
LIABILITIES AND STOCKHOLDERS' EQUITY
Liabilities
Accounts payable and accrued expenses $ 322,854
Stockholders' Equity
Common stock; $.10 par value, 500,000 shares issued,

5,500 shares outstanding 550
Additional paid-in capital 3,955,545
Retained earnings : (2,353,227)

1,602,868
$ 1,925,722

See notes to financial statements
-2-



TRADESTAR INVESTMENTS, INC.

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Organization

Tradestar Investments, Inc. (the "Company") is a securities broker-dealer registered with the
National Association of Securities Dealers, Inc. and the Securities Exchange Commission
that clears its securities transactions on a fully disclosed basis with National Financial
Services, LLC (“NFS”). The Company primarily provides retail brokerage services via
electronic commerce, including Internet and telephone trading, and access to registered
representatives via a national trading desk and offices in Houston and Dallas, Texas,
Philadelphia, Pennsylvania and Seattle, Washington. There were no liabilities subordinated
to the claims of creditors during the year ended December 31, 2005. The Company became
a wholly owned subsidiary of Gebbia Holding Co. (the "Parent") in 2005.

Securities Transactions and Commissions

Securities transactions and related commissions, execution and clearing fees are recorded on
a settlement date basis. Securities owned are recorded at current market value. Securities,
not readily marketable are valued at current market value or at fair value as determined by
management. There is no material difference between settlement date and trade date
reporting.

Income Taxes

The Company files separate state income tax returns and is included in the consolidated
federal income tax return filed by its Parent. The policy of the consolidated group is to
allocate its consohdated tax provision or benefit, if any, to the members of the consolidated
group based upon their respective contributions to consolidated taxable income for financial
reporting purposes. Income tax liabilities prior to the change in ownership were paid to the
Company’s former parent company. The Company is also subject to local excise taxes in
certain jurisdictions.

Deferred income tax assets and liabilities arise from temporary differences between the tax
basis of an asset or liability and its reported amount in the financial statements. Deferred tax
balances are determined by applying the currently enacted tax rate to future years for
differences between the financial statement carrying amount and the tax basis of the existing

assets and liabilities. The Company has no deferred tax assets or liabilities at December 31,
2005.
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TRADESTAR INVESTMENTS, INC.

NOTES TO FINANCIAL STA TEMENTS
DECEMBER 31, 2005

Cash and Cash Equivalents

Cash and cash equivalents represent cash on deposit with financial institutions and highly
liguid debt instruments with original maturities of three months or less.

Furniture, Equipment and/'Leasehold Improvements

Furniture, equipment and leasehold improvements are carried at cost, net of accumulated
depreciation and amortization. Depreciation is provided on a straight-line basis over the
estimated useful lives of thé assets, principally five years. Leasehold improvements are
amortized over the lesser of the economic useful life of the improvement or the term of the
lease. Computer hardware and software are depreciated over the estimated useful life of the
assets, principally three years.

Receivable From Related Party

Included is other receivables is a balance of $3,551 due from an affiliated company for
expenses paid on their behalf.

Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States requires management of the Company to use estimates and
assumptions that affect certain reported amounts and disclosures. Accordingly, actual results
could differ from those estim;“tites‘

Significant Credit Risk

The Company’s clearing and execution agreement provides that NFS’s credit losses relating
to unsecured margin accounts receivable of the Company’s customers are charged back to
the Company.

In accordance with industry practice, NFS records customer transactions on a settlement date
basis, which is generally three business days after the trade date. NFS is therefore exposed
to risk of loss on these transactions in the event of the customer’s inability to meet the terms
of its contracts, in which case NFS may have to purchase or sell the underlying financial
instruments at prevailing market prices in order to satisfy its customer-related obligations.
Any loss incurred by NFS is charged back to the Company.




TRADESTAR INVESTMENTS, INC.

!
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005

The Company, in conjunction with NFS, controls off-balance-sheet risk by monitoring the
market value and marking securities to market on a daily basis and by requiring adjustments
of collateral levels. NFS establishes margin requirements and overall credit limits for such
activities and monitors compliance with the applicable limits and industry regulations on a
daily basis.

SECURITIES OWNED

Securities owned consist of fixed income trading securities valued at the quoted market
value of $18,162. ‘

FURNITURE, EQUIPMENT AND LEASEHOLD IMPROVEMENTS

Furniture, equipment and leasehold improvements consist of the following at December 31,
2005:

Furniture and equipment $ 450,047
Computer hardware and software 586,708
Leasehold improvements 174,583

1,211,338
Accumulated depreciation and amortization 1,065,676

$ 145,662

Depreciation and amortization expense for 2005 was $115,131.
EMPLOYEE BENEFIT PLANS

The Company formed a new 401(k) savings plan in 2005 to replace a 401(k) plan that was
terminated. The Plan covers full-time employees who are at least 21 years of age and under
age 65. After an employee has attained two years of service, they are eligible to receive a
discretionary matching contribution by the Company, which vests after five years of
continued employment.

LITIGATION

In the normal course of business, the Company is subject to litigation relating to its activities
as a broker-dealer including civil actions and arbitration. From time to time, the Company is
also involved in proceedings and investigations by self-regulatory organizations. Although
the ultimate outcome of potential and current litigation involving the Company cannot be
predicted with certainty, the Company’s management does not expect such litigation to have
a material adverse effect on the Company’s financial position or results of operations.




TRADESTAR INVESTMENTS, INC.

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005

LEASE COMMITMENTS

The Company leases office space and certain equipment under various operating leases. Rent
expense for the year ended December 31, 2005 was approximately $332,000. Minimum
future rental payments are as follows:

Years Ending
December 31

2006 $282,000
2007 252,000
2008 169,000
2009 133,000
2010 : 135.000
$971,000
NET CAPITAL REQUIREMENT

The Company is subject to the Securities and Exchange Commission Uniform Net Capital
Rule (Rule 15¢-3-1), which r“j‘equires the maintenance of minimum net capital and requires
that the ratio of aggregate indebtedness to net capital, both as defined, shall not exceed 15 to
1 (and that equity capital may not be withdrawn or cash dividends paid if the resulting net
capital ratio would exceed 10 to 1). At December 31, 2005, the Company had net capital of
$1,041,219 which was $791,219 in excess of its required net capital of $250,000. The
Company had a percentage of aggregate indebtedness to net capital of 31% as of December
31, 2005.

COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS FOR
BROKERS AND DEALERS PURSUANT TO RULE 15¢3-3

The Company is exempt from the provisions of Rule 15¢3-3 under the Securities Exchange
Act of 1934, in that the Company's activities are limited to those set forth in the conditions
for exemption appearing in paragraph (k) (2) (ii) of the Rule. As an introducing broker, the
Company clears customer transactions on a fully disclosed basis with National Financial
Services, LLC (“NFS”) and promptly transmits all customer funds and securities to NFS.
NFS carries all of the accounts of such customers and maintains and preserves such books
and records.




Lilling & Company LLP
Certified Public Accountants

INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL REQUIRED BY SEC RULE 17a-5
FOR A BROKER-DEALER CLAIMING AN EXEMPTION FROM SEC RULE 15c3-3

To the Board of Directors
Tradestar Investments, Inc.
Houston, Texas

In planning and performing our audit of the financial statements and supplemental schedule of
Tradestar Investments, Inc. (the Cot"npany), for the year ended December 31, 2005, we considered
1ts intemal control, including control activities for safeguarding securities, in order to determine our
auditing procedures for the purpose pf expressing our opinion on the financial statements and not to
provide assurance on internal control.

Also, as required by rule 17a—5(g)(1h) of the Securities and Exchange Commission (SEC), we have
made a study of the practices and procedures followed by the Company including tests of such
practices and procedures that we cons1dered relevant to the objectives stated in rule 17a-5(g) in
making the periodic computations o”f aggregate indebtedness (or aggregate debits) and net capital
under rule 17a-3(a)(11) and for determining compliance with the exemptive provisions of rule 15¢3-
3. Because the Company does not carry securities accounts for customers or perform custodial
functions relating to customer securities, we did not review the practices and procedures followed by
the Company in any of the following:

1. Making quarterly securities examinations, counts, verifications, and comparisons and
recordation of differences required by rule 17a-13

2. Complying with the requirements for prompt payment for securities under Section 8 of
Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System

3. Obtaining and maintaining physical possession or control of all fully paid and excess margin
securities of customer as required by Rule 15¢3-3

The management of the Company is responsible for establishing and maintaining internal control
and the practices and procedures referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgments by management are required to assess the expected benefits
and related costs of controls and of the practices and procedures referred to in the preceding
paragraph and to assess whether those practices and procedures can be expected to achieve the
SEC's above-mentioned objectives. Two of the objectives of internal control and the practices and
procedures are to provide management with reasonable but not absolute assurance that assets for
which the Company has respon31b1hty are safeguarded against loss from unauthorized use or
disposition and that transactions are executed in accordance with management's authorization and
recorded properly to permit the preparation of financial statements in conformity with accounting
principles generally accepted in the qnited States. Rule 17a-5(g) lists additional objectives of the
practices and procedures listed in the preceding paragraph.
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Because of inherent limitations in internal control or the practices and procedures referred to above,
error or fraud may occur and not be detected. Also, projection of any evaluation of them to future
periods is subject to the risk that they may become inadequate because of changes in conditions or
that the effectiveness of their design and operation may deteriorate.

Our consideration of internal control would not necessarily disclose all matters in internal control
that might be material weaknesses under standards established by the American Institute of Certified
Public Accountants. A material weakness is a condition in which the design or operation of one or
more of the internal control components does not reduce to a relatively low level the risk that
misstatements caused by error or fraud in amounts that would be material in relation to the financial
statements being audited may occur.and not be detected within a timely period by employees in the
normal course of performing their assigned functions. However, we noted no matters involving
internal control, including control ‘activities for safeguarding securities, that we consider to be
material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance
with the Securities Exchange Act of 1934 and related regulations, and that practices and procedures
that do not accomplish such objectives in all material respects indicate a material inadequacy for
such purposes. Based on this understanding and on our study, we believe that the Company's
practices and procedures were adequate at December 31, 2005, to meet the SEC's objectives.

This report is intended solely for the information and use of the Board of Directors, management, the
SEC, the NASD, and other regulatory agencies that rely on rule 17a-5(g) under the Securities

Exchange Act of 1934 in their regulation of registered brokers and dealers, and is not intended to be
and should not be used by anyone other than these specified parties.

&
CERTIFIED PUBLIC ACCOUNTANTS

January 235, 2006




